March/April 1985, pp. 12-22; George G. 
Kaufman, “Measuring and Managing Interest 
Rate Risk,” Economic Perspectives, Federal Reserve 
Bank of Chicago, January/February 1984, pp. 
16-29; and Alden L. Toevs, “Gap Management: 
Managing Interest Rate Risk in Banks and 
Thrifts,” Economic Review, Federal Reserve Bank of 
San Francisco, Spring 1983, pp. 20-35. 


'? Eurodollar futures options (International Mone- 
tary Market at the Chicago Mercantile Exchange) 
began trading on March 19, 1985. 


'S Eurodollar option premium quotations are based 
on International Monetary Market index points 
where each index point (.01) represents $25. June 
1985 Eurodollar futures call options with a strike 
price of 89.50 were valued at .58 on March 25, 
1985. 


'* For a discussion of the limitations of using finan- 
cial futures contracts to hedge this prepayment risk, 
see Carl A. Batlin, “Interest Rate Risk, Prepay- 
ment Risk, and the Futures Market Hedging 


Strategies of Financial Intermediaries,” Journal of 
Futures Markets, Summer 1983, pp. 177-184. 


'® Recently, just such an episode occurred in the 
gold futures option market. See articles in Business 
Week, May 27, 1985, pp. 132-134, and the Wall 
Street Journal, March 22 (p. 11) and March 25 (p. 
38), 1985. 


'© Because general guidelines issued by the federal 
bank regulators cover option arrangements, futures 
contracts, and forward contracts in a single set of 
documents, see G. _D. Koppenhaver, “Trimming 
the Hedges: Regulators, Banks, and Financial Fu- 
tures,” Economic Perspectives, November/December 
1984, pp. 3-12, for a related discussion. 


7 See Federal Reserve Board document AD82-24 
(FIS): Manual for Examination Concerning Bank 
and Bank Holding Company Use of Interest Rate 
Futures and Forward Contracts (July 26, 1982). 


'§ This point was first made by Laurie S. Goodman 
in an unpublished paper entitled “Interest Rate 
Options and Financial Institutions,” Federal Re- 
serve Bank of New York, August 1982. 
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